Report of the auditor-general to the Northern Cape 
Provincial Legislature and the council on Joe 
AAorolong Local Municipality 


Introduction 

1 . I was engaged to audit the financial statements of the Joe Morolong Local Municipality 
set out on pages X to X, which comprise the statement of financial position as at 
30 June 2016, the statement of financial performance, statement of changes in net 
assets, cash flow statement and the statement of comparison of budget and actual 
amounts for the year then ended, as well as the notes, comprising a summary of 
significant accounting policies and other explanatory information. 


Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally 
Recognised Accounting Practice (SA standards of GRAP) and the requirements of the 
Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) 
and the Division of Revenue Act of South Africa, 2015 (Act No. 1 of 2015) (DoRA), and 
for such internal control as the accounting officer determines is necessary to enable the 
preparation of financial statements that are free from material misstatement, whether 
due to fraud or error. 


Auditor-general’s responsibility 

3. My responsibility is to express an opinion on the financial statements based on 

conducting the audit in accordance with International Standards on Auditing. Because of 
the matters described in the basis for disclaimer of opinion paragraphs, however, I was 
unable to obtain sufficient appropriate audit evidence to provide a basis for an audit 
opinion. 


Basis for disclaimer of opinion 
Property, plant and equipment 

4. The municipality did not review the useful lives and depreciation method of property, 
plant and equipment at each reporting date in accordance with GRAP 17, Property, 
plant and equipment. The municipality also did not assess whether there is any 
indication that property, plant and equipment may be impaired in accordance with 


GRAP 26, Impairment of cash-generating assets. The municipality did not comply with 
these requirements in the current and prior year. As a result property, plant and 
equipment with a gross carrying amount of R3 193 477 (2015: R3 1 14 798) had a zero 
net carrying amount while still being in use. I was not able to determine the impact on 
the net carrying amount of property, plant and equipment, as it was impracticable to do 
so. Additionally, there was a resultant impact on the surplus for the period and on the 
accumulated surplus. 

5. The municipality did not have adequate systems in place to account for property, plant 
and equipment, which resulted in infrastructure assets being overstated by R3 692 842 
and other property, plant and equipment by R1 279 530, respectively. Additionally, there 
was a resultant impact on the surplus for the period, repairs and maintenance and on 
the accumulated surplus. In addition, I was unable to obtain sufficient appropriate audit 
evidence regarding infrastructure assets, other property plant and equipment and land 
due to inadequate records and supporting documentation being provided relating to the 
input cost and assumptions used to value infrastructure assets and assets that could not 
be verified. I was unable to confirm these balances disclosed by alternative means. 
Consequently, I was unable to determine whether any further adjustments relating to 
Infrastructure assets, other property plant and equipment and land stated at 

R1 376 876 699 (2015: R1 300 911 356), R1 200 413(2015: R2 159 867) and 
R7 169 290 (2015; R7 169 290) in note 8 respectively, depreciation and amortisation 
stated at R57 117 989 (2015: R26 490 835) and repairs and maintenance stated at 
R30 615 122 in the financial statements were necessary. 

Revenue from non-exchange transactions 

6. The municipality did not have adequate systems in place to account for revenue from 
non-exchange transactions, which resulted in property rates being understated by 

R5 303 198 and government grants and subsidies being overstated by R1 786 908. In 
addition, I was unable to obtain sufficient appropriate audit evidence regarding 
government grants and subsidies, due to an inadequate management, accounting and 
information system to account for revenue from non-exchange transactions and the 
filing system not functioning effectively. I was unable to confirm these amounts 
disclosed by alternative means. Consequently, I was unable to determine whether any 
adjustment relating to property rates and government grants and subsidies stated at 
R10 418 008(2015: R10 426 038) and R290 922 486 (2015: R256 511 323), 
respectively, in the financial statements were necessary. 

Value-added tax (VAT) receivable 

7. The municipality did not have adequate systems in place to account for VAT, which 
resulted in VAT being understated by R181 254 (2015: R1 499 974). In addition, I was 
unable to obtain sufficient appropriate audit evidence to confirm the balance of VAT 
receivable. I was unable to confirm the balance disclosed by alternative means. 
Consequently, I was unable to determine whether any further adjustment relating to 
VAT receivable stated at R4 290 274 (2015: R3 586 880) in the financial statements 
was necessary. 



Receivables from exchange transactions 


8. The municipality did not have adequate systems in place to account for receivables from 
exchange transactions, which resulted in receivables from exchange transactions being 
overstated by R5 518 503 {2015:R3 132 215). In addition, I was unable to obtain 
sufficient appropriate audit evidence to confirm the balance of receivables from 
exchange. I was unable to confirm the balance disclosed by alternative means. 
Consequently, ! was unable to determine whether any further adjustments relating to 
receivables from exchange transactions stated at R4 160 780 (2015: R38 420 903) in 
the financial statements was necessary. 

Payables from exchange transactions 

9. The municipality did not have adequate systems in place to account for payables from 
exchange transactions, which resulted in payables from exchange transactions being 
understated by R636 503 (2015: R4 896 471). In addition, I was unable to obtain 
sufficient appropriate audit evidence to confirm the balance of payables from exchange 
transactions. I was unable to confirm the balance disclosed by alternative means. 
Consequently, I was unable to determine whether any further adjustment relating to 
payables from exchange transactions stated at R47 027 821 (2015: R38 803 300) in the 
financial statements was necessary. 

Revenue from exchange transactions 

10. The municipality did not have adequate systems in place to account for revenue from 
exchange transactions, which resulted in service charges being overstated by 

R5 431 549 and interest charged on arrear consumer accounts being understated by 
R2 1 68 759. In addition, I was unable to obtain sufficient appropriate audit evidence 
regarding service charges, due to an inadequate management, accounting and 
information system to account for revenue from exchange transactions and the filing 
system not functioning effectively. I was unable to confirm these amounts disclosed by 
alternative means. Consequently, I was unable to determine whether any adjustment 
relating to service charges stated at R30 944 892 (2015: R20 550 869) and interest 
charged on arrear consumer accounts stated at R7 337 1 04 (201 5: R4 583 384) in the 
financial statements were necessary. 

Receivables from non-exchange transactions 

1 1 . The municipality did not have adequate systems in place to account for receivables from 
non-exchange transactions, which resulted in receivables from non-exchange 
transactions being understated by R7 847 124. In addition, I was unable to obtain 
sufficient appropriate audit evidence to confirm the balance of receivables from non- 
exchange transactions. I was unable to confirm the balance disclosed by alternative 
means. Consequently, I was unable to determine whether any further adjustments 
relating to receivables from non-exchange transactions stated at R12 615 720 (2015: 
R20 955 594) in the financial statements were necessary. 



Irregular expenditure 


1 2. The municipality did not disclose all the irregular expenditure in the notes to the financial 
statements, as required by section 125(2)(d)(i) of the MFMA. The municipality incurred 
expenditure in contravention of the supply chain management (SCM) requirements, 
resulting in irregular expenditure being understated by R40 647 381 

(2015: R1 03 794 205). In addition, I was unable to obtain sufficient appropriate audit 
evidence regarding irregular expenditure due to the lack of evidence that management 
had properly identified, investigated and recorded all irregular expenditure transactions 
during the current and prior years, the limitations placed on the scope of the work 
performed relating to expenditure and the lack of a proper system of internal control to 
support and account for, and identify, irregular expenditure. I was unable to confirm the 
balance disclosed by alternative means. Consequently, I was unable to determine 
whether any adjustment relating to irregular expenditure stated at R88 720 742 
(2015: R81 260 920) in note 47 to the financial statements was necessary. 

Unauthorised expenditure 

1 3. The municipality did not have adequate systems in place to account for unauthorised 
expenditure, which resulted in unauthorised expenditure being understated by 

R1 638 587. In addition, I was unable to obtain sufficient appropriate audit evidence 
regarding unauthorised expenditure due to the lack of evidence that management had 
properly identified, investigated and recorded all unauthorised expenditure transactions 
during the current and prior years, the limitations placed on the scope of the work 
performed relating to expenditure and the lack of a proper system of internal control to 
support and account for and identify unauthorised expenditure. I was unable to confirm 
the balance disclosed by alternative means. Consequently, I was unable to determine 
whether any adjustment relating to unauthorised expenditure stated at R385 901 653 
(2015: R285 677 693) in note 45 to the financial statements was necessary. 

Commitments 

14. I was unable to obtain sufficient appropriate audit evidence for commitments due to the 
lack of a proper contract management system for the identification and recognition of 
contracts, a complete contract register or any other documents to enable me to quantify 
the commitments. I was unable to confirm the balance disclosed by alternative means. 
Consequently, I was unable to determine whether any further adjustment to 
commitments stated at RO (2015: R37 614 589) in note 37 to the financial statements 
was necessary. 

Distribution losses 

15. Section 125(2)(d)(i) of the MFMA requires that the annual financial statements of a 
municipality must disclose particulars of any distribution losses. No distribution losses 
were disclosed in the notes to the annual financial statements due to the municipality 
not implementing adequate control measures to reliably calculate these losses. In the 
absence of sufficient appropriate documents, I was unable to determine the total extent 
of the understatement in distribution losses. 



Expenditure 


16. During 2015, I was unable to obtain sufficient appropriate audit evidence regarding 
general expenses, due to an inadequate management, accounting and information 
system to account for general expenses and the filing system not functioning effectively. 
I was unable to confirm these amounts disclosed by alternative means. Consequently, I 
was unable to determine whether any adjustment relating to general expenses stated at 
R39 204 895 was necessary. My audit opinion on the financial statements for the period 
ended 30 June 2015 was modified accordingly. My opinion on the current period’s 
financial statements is also modified because of the possible effect of this matter on the 
comparability of the current period’s figures. 

Cash flow statement 

17. During 2015, I was unable to obtain sufficient appropriate audit evidence related to cash 
flows from operating activities and cash flows from investing activities in the cash flow 
statement. This was due to underlying records not supporting calculations and 
differences identified between my calculations and amounts disclosed in the cash flow 
statements. I was unable to confirm these cash flow items by alternative means. 
Consequently, I was unable to determine whether any adjustment to these items, stated 
in the financial statements was necessary. My audit opinion on the financial statements 
for the period ended 30 June 2015 was modified accordingly. My opinion on the current 
period’s financial statements is also modified because of the possible effect of this 
matter on the comparability of the current period’s figures. 


Disclaimer of opinion 

18. Because of the significance of the matters described in the basis for disclaimer of 

opinion paragraphs, I have not been able to obtain sufficient appropriate audit evidence 
to provide a basis for an audit opinion. Accordingly, I do not express an opinion on the 
financial statements. 


Emphasis of matter 

19. I draw attention to the matter below. My opinion is not modified in respect of this matter. 

Restoteinent of corresponding figures 

20. As disclosed in note 41 to the financial statements, the corresponding figures for 

30 June 2015 have been restated as a result of an error discovered during 2016 in the 
financial statements of the Joe Morolong Local Municipality at, and for the year ended, 
30 June 2015. 


Additional matters 

21 . I draw attention to the matters below. My opinion is not modified in respect of these 
matters. 



Unaudited supplementary schedules 


22. The supplementary information set out on pages X to X do not form part of the financial 
statements and is presented as additional information. I have not audited these 
schedules and, accordingly, I do not express an opinion thereon. 

Unaudited disclosure notes 

23. In terms of section 125(2)(e) of the MFMA the municipality is required to disclose 
particulars of non-compliance with the MFMA. This disclosure requirement did not form 
part of the audit of the financial statements and accordingly I do not express an opinion 
thereon. 


24. In accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) 
(PAA) and the general notice issued in terms thereof, I have a responsibility to report 
findings on the reported performance information against predetermined objectives of 
selected objectives presented in the annual performance report, compliance with 
legislation and internal control. The objective of my tests was to identify reportable 
findings as described under each subheading but not to gather evidence to express 
assurance on these matters. Accordingly, I do not express an opinion or conclusion on 
these matters. 


Predetermined objectives 

25. I performed procedures to obtain evidence about the usefulness and reliability of the 
reported performance information of the following selected objectives presented in the 
annual performance report of the municipality for the year ended 30 June 2016: 

• Objective: Infrastructure and service delivery on pages x to x 

• Objective: Land, housing and environment on pages x to x 

• Objective: Social cluster on pages x to x 

26. I evaluated the usefulness of the reported performance information to determine 
whether it was consistent with the planned development objectives. I further performed 
tests to determine whether indicators and targets were well defined, verifiable, specific, 
measurable, time bound and relevant, as required by the National Treasury’s 
Framework for managing programme performance information (FMPPI). 

27. I assessed the reliability of the reported performance information to determine whether it 
was valid, accurate and complete. 

28. The material findings in respect of the selected objectives are as follows: 




Infrastructure and service delivery 


Usefulness of reported performance information 

29. A total of 38% of indicators did not relate logically and directly to an aspect of the 
auditee’s mandate and the realisation of strategic goals and objectives as per the 
integrated development plan, as required by the FMPPI. 

Reliability of reported pertormance information 

30. The FMPPI requires auditees to have appropriate systems to collect, collate, verify and 
store performance information to ensure reliable reporting of actual achievements 
against planned objectives, indicators and targets. The reported performance 
information \A/as not reliable when compared to the evidence provided. 


Land, housing and environment 

Usetulness of reported pertormance information 

31 . A total of 57% of indicators did not relate logically and directly to an aspect of the 
auditee’s mandate and the realisation of strategic goals and objectives as per the 
integrated development plan, as required by the FMPPI. 


Reliability of reported pertormance information 

32. The FMPPI requires auditees to have appropriate systems to collect, collate, verify and 
store performance information to ensure reliable reporting of actual achievements 
against planned objectives, indicators and targets. For 14% of important indicators, the 
reported achievements against planned targets were not reliable because I was unable 
to obtain sufficient appropriate audit evidence for these targets. In addition, the reported 
achievements against planned targets for 14% of important indicators were not reliable 
when compared to the evidence provided. 


Social cluster 

Usefulness of reporfed performance information 

33. A total of 100% of indicators did not relate logically and directly to an aspect of the 
auditee’s mandate and the realisation of strategic goals and objectives as per the 
integrated development plan, as required by the FMPPI. 


Reliability of reported performance information 

34. The FMPPI requires auditees to have appropriate systems to collect, collate, verify and 
store performance information to ensure reliable reporting of actual achievements 



against planned objectives, indicators and targets. The reported achievements against 
planned targets of 50 % indicators were not reliable when compared to the evidence 
provided. 


Additional matter 

35. I draw attention to the following matter: 


Achievement of planned targets 

Refer to the annual performance report on pages x to x for information on the achievement 
of planned targets for the year. This information should be considered in the context of the 
material findings on the usefulness and reliability of the reported performance information in 
paragraphs 29 to 34 of this report. 

Compliance with legislation 

36. I performed procedures to obtain evidence that the municipality had complied with 
applicable legislation regarding financial matters, financial management and other 
related matters. My material findings on compliance with specific matters in key 
legislation, as set out in the general notice issued in terms of the PAA, are as follows: 


Strategic planning and performance management 

37. The performance management system and related controls were inadequate as it did 
not describe and represent the processes of performance planning, monitoring, 
measurement, review, reporting and improvement and how it is conducted, organised 
and managed, as required by sections 38 of the Municipal Systems Act (MSA) and 
regulation 7 of the Municipal planning and performance management regulations 

38. The performance management system did not provide for policies and procedures to 
take steps of improvement where performance targets were not met, as required by 
section 41 {1)(d) of the MSA. 

39. The KPIs set by the municipality did not include indicators on percentage of households 
with access to basic level of water, sanitation, electricity and solid waste removal were 
not set by the municipality as required by section 43(2) of the MSA and the Municipal 
planning and performance management regulation 10(a). 

40. The SDBIP for implementing the municipality's delivery of municipal services and annual 
budget did not indicate projections for each month of the revenue to be collected, by 
source and the operational and capital expenditure, by vote as required by section 1 
and 53(1 )(c) of the MFMA. 

41 . The annual performance report for the year under review did not include a comparison 
with the previous financial year performance as required by section 46 (1)(b) of the 
MSA. 




Financial statements, performance and annual reports 


42. The financial statements submitted for auditing were not prepared in all material 
respects in accordance with the requirements of section 122 of the MFMA. Material 
misstatements of non-current assets, current assets, revenue and expenditure identified 
by the auditors in the submitted financial statements were subsequently corrected and 
the supporting records were provided subsequently, but the uncorrected material 
misstatements and supporting records that could not be provided resulted in the 
financial statements receiving a disclaimer audit opinion. 


Procurement and contract management 

43. Goods and services with a transaction value of below R200 000 were procured without 
obtaining the required price quotations as required by SCM regulation 17(a) & (c). 

44. I could not obtain sufficient appropriate audit evidence that contracts were awarded to 
bidders based on points given for criteria that were stipulated in the original invitation for 
quotations, as required by SCM regulations 21(b) and 28(1 )(a) and Preferential 
Procurement Regulations. 

45. Bid adjudication committees were not always composed in accordance with SCM 
regulation 29(2) 

46. I could not obtain sufficient appropriate audit evidence that the preference point system 
was applied in all procurement of goods and services above R30 000, as required by 
section 2(a) of the Preferential Procurement Policy Framework Act and SCM regulation 
28(1 )(a). 

47. I could not obtain sufficient appropriate audit evidence that contracts were awarded to 
suppliers based on preference points that were allocated and calculated in accordance 
with the requirements of the Preferential Procurement Policy Framework Act and its 
regulations 

48. I could not obtain sufficient appropriate audit evidence obtained that contracts were 
awarded to bidders that scored the highest points in the evaluation process, as required 
by of section 2(1 )(f) of Preferential Procurement Policy Framework Act. 

49. Contracts were awarded to bidders who did not submit a declaration on whether they 
are employed by the state or connected to any person employed by the state, as 
required by SCM regulation 13(c). 

50. Awards were made to providers who were in the service of other state institutions or 
whose directors were in the service of other state institutions, in contravention of MFMA 
1 12(j) and SCM regulation 44. Similar awards were identified in the previous year and 
no effective steps were taken to prevent or combat the abuse of the SCM process, as 
required by SCM regulation 38(1). 

51 . Contracts were awarded to providers whose tax matters had not been declared by the 
South African Revenue Service to be in order, in contravention of SCM regulation 43. 



52. Persons in service of the municipality whose close family members had a private or 
business interest in contracts awarded by the municipality failed to disclose such 
interest, in contravention of SCM regulation 46(2)(e) 

53. Other SCM role players who or whose close family members had a private or business 
interest in contracts awarded by the municipality participated in the process relating to 
that contract, in contravention of SCM regulation 46(2)(f). 


Expenditure management 

54. Reasonable steps were not taken to prevent unauthorised expenditure, irregular 
expenditure, and fruitless and wasteful expenditure, as required by section 62(1)(d) of 
the MFMA. 

55. An adequate management, accounting and information system was not in place which 
accounted for creditors as required by section 65{2){b) of the MFMA. 

56. An effective system of expenditure control, including procedures for the authorisation of 
funds, was not in place, as required by section 65(2)(a) of the MFMA. 

Revenue management 

57. An adequate management, accounting and information system which accounts for 
revenue and debtors was not in place, as required by section 64(2)(e) of the MFMA. 

58. An effective system of internal control for revenue was not in place, as required by 
section 64(2)(f) of the MFMA. 

59. Revenue due to the municipality was not calculated on a monthly basis, as required by 
section 64(2){b) of the MFMA. 


Asset management 

60. An adequate management, accounting and information system which accounts for 
assets was not in place, as required by section 63(2)(a) of the MFMA. 

61 . An effective system of internal control for assets (including an asset register) was not in 
place, as required by section 63(2)(c) of the MFMA . 

Liability management 

62. An adequate management, accounting and information system which accounts for 
liabilities was not in place, as required by section 63(2)(a) of the MFMA. 


63. An effective system of internal control for liabilities (including a liability register) was not 
in place, as required by section 63(2)(c) of the MFMA. 



Consequence management 


64. Unauthorised expenditure incurred by the municipality was not investigated to determine 
if any person is liable for the expenditure, as required by section 32(2)(a)(ii) of the 
MFMA. 

65. Irregular, Fruitless and wasteful expenditure incurred by the municipality was not 
investigated to determine if any person is liable for the expenditure, as required by 
section 32{2)(b) of the MFMA. 


Budget management 

66. Expenditure was incurred in excess of the approved budget, in contravention of section 
87{8) of the MFMA. 

67. The total unforeseen and unavoidable expenditure incurred exceeded 5% of own 
revenue in contravention of Municipal Budget and Reporting Regulation 72. 


Internal control 

68. I considered internal control relevant to my audit of the financial statements, annual 
performance report and compliance with legislation. The matters reported below are 
limited to the significant internal control deficiencies that resulted in the basis for 
disclaimer of opinion, the findings on the annual performance report and the findings on 
compliance with legislation included in this report. 


Leadership 

69. Management did not sufficiently exercise its oversight responsibility to ensure that 
proper internal control procedures are developed and Implemented that will enable the 
municipality to produce accurate and complete annual financial statements. The 
financial statements submitted had several misstatements which were subsequently 
corrected, but the uncorrected material misstatements and supporting records that could 
not be provided resulted in the disclaimer of opinion. 

70. Management does not sufficiently exercise its oversight responsibility over performance 
reporting and compliance with laws and regulations and internal control. 

71. Management did not implement effective human resource management to ensure that 
adequate and sufficiently skilled resources were in place and that performance was 
monitored. 

72. Management did not adequately establish and communicate approved policies and 
procedures to enable and support the understanding and execution of internal control 
objectives, processes and responsibilities. 

73. Management did not adequately develop and monitor the implementation of action 
plans to address internal control deficiencies. 



74. Management did not establish an information technology governance framework that 
supported and enabled the business, delivered value and improved performance. 


Financial and performance management 

75. Management did not implement sufficient proper record keeping in a timely manner to 
ensure that complete, relevant and accurate information was accessible and available to 
support financial and performance reporting. 

76. Management did not adequately implement controls over daily and monthly processing 
and reconciling of transactions. 

77. Management did not sufficiently prepare regular, accurate and complete financial and 
performance reports that were supported and evidenced by reliable information. 

78. Management did not adequately review and monitor compliance with applicable laws 
and regulations. 

79. Management did not adequately design and implement formal controls over IT systems 
to ensure the reliability of the systems and the availability, accuracy and protection of 
information. 

Governance 

80. The municipality did not conduct adequate risk assessment as required by the MFMA. 
The municipality did not identify risks relating to the achievement of financial and 
performance reporting objectives. Consequently, controls were not developed to 
prevent, detect and correct material misstatements in financial reporting and reporting 
on predetermined objectives. 



AUDITOR-GENERAL 
SOUTH AFRICA 


Auditing to build public confidence 



